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RESIDENTIAL RENTS ARE TOO LOW 


HE consumer price index, published by the Bureau of Labor Statistics, 
si for many years known as “the cost of living index,” shows rents climbing 
faster than the other elements in the costof living andgetting considerably 

ahead of the procession. A chart of this type is shown in the upper left-hand 
corner of the following page, reproduced directly from a Government publication. 


The average person studying this chart will become convinced that the owners 
of rental properties are profiteers, and that the poor tenant is suffering at the 
expense of the landlord. Nothing could be further from the truth. The fallacy 
in this chart is that 100 is assumed to be the average of the years 1947-49. This 
was during the middle of the 11-year period of Federal rent control, when rents 
were frozen by Government edict. I have never yet discussed this base period 
with any statistician or economist who has not readily admitted that it was unfair 
and unrealistic insofar as showing a comparison between rents and the other ele- 
ments in the cost of living is concerned. 


The large chart on the following pages is computed from the same indexes 
compiled by the Bureau of Labor Statistics. The only difference is that an 18- 
year base, 1921-38, is substituted for the 1947-49 base. This 18-year base was 
selected as it included 9 good years and 9 bad years, and was the approximate 
length that the real estate cycle has averaged in the past. I would be willing to 
defend the fairness of this base against all comers. Unfortunately, however, 
the Bureau of Labor Statistics index, as charted in black in this report, goes 
to all Congressmen and Government officials with the official stamp of approval 
of the Council of Economic Advisers. 


Regardless of base periods, let us take a look at a few Government statistics 
in regard to present rent levels. From the cost of living figures by the Bureau of 
Labor Statistics it would seem that 22% of the total cost of living of the average 
city worker in 1913 went for rent. By 1925 this had declined to 20%, by 1939 to 
17%, and by 1958 to 13%. If the cost of providing rental space had shown a com- 
parable drop, this would be fine, as it would.mean that money formerly spent for 
rent could now be spent on other necessities and luxuries. Such, however, is not 
the case. 


In 1913 to build a 30-family apartment building cost $3.96 per square foot. 
In 1925 this had advanced to $7. 52, in 1939 it could be built for $6.32. The cost 
today is $18.28. In other words, while rents, according to the Bufteau of Labor 
Statistics index, have increased by 79%, the cost of producing new rental space 
has increased by 362%. 
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The two charts on this page show the totally different picture secured by changing the 
base years in the material to be charted. The chart printed in black is a photographic 
reproduction from Economic Indicators, prepared in May 1958 by the Council of Eco- 
nomic Advisers for the guidance of members of Congress and the Administration. It 
is a glaring example of a careless use of statistics conveying a false impression. 


The larger chart going back to 1917 is compiled from the same sources used on the 
Government chart, but is based on an 18-year period which included 9 good years and 
9 bad years. It will be noticed on this chart that rents have lagged all other items of 
the cost of living in their recovery. The wage line on this chart is based on the com- 
pilations of the New York Federal Reserve Bank. 
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Real estate taxes have taken a larger and larger percentage of gross rent. 
In 1913 the typical 30-family apartment used in this illustration paid $1,314a 
year in real estate taxes. In 1925 it paid $2,875, in 1939 $2,579, and in 1958 
$6,800, an increase of 418%, while rents have increased by 79%. 


The maintenance and repair expense of a 30-family apartment in 1913 was 
$1,522. In 1925 it was $3,535, in 1939 it totaled $2,660. At the present time 
it is $3,500. This is an increase of 130% as against the increase in residential 
rents, according to the Government index, of 79%. 


The purchasing power of the average employed person has increased greatly 
since 1913. The average weekly earnings of production workers in manufactur- 
ing industries in 1913 amounted to $11. In 1925 this had risen to $24.37, in 1939 
it totaled $23. 86, and in 1958 it is $80.81. In other words, average weekly 
earnings increased by 6-1/3 times, while residential rents, according to the 
Government index, increased by 79%. 


Due to the fact that the purchasing power of the dollar has decreased greatly 
during this period, it might be well to look at figures in dollars of constant pur- 
chasing power. If rents are considered as 100 in 1913, they had sunk in dollars 
of constant purchasing power to 93 in 1925, 81 in 1939, and 61 in 1958. On the 
other hand, the rent-paying ability as measured by the weekly earnings of em- 
ployed persons, if considered to be 100 in 1913, had increased to 125 in 1925, to 
155 in 1939, and in 1958 is more than 24 times the level in 1913. 


We will need a large increase in dwelling units for rent in the United 
States during the next 10 years. The annual rate at which persons in our popula- 
tion reach 20 years of age will increase by 70% by 1975. This will bring a big 
increase in the number of marriages and in the rate of new family formation. It 
will not necessarily bring about a market for owned homes, as the average age 
of home buyers is approximately 35 years, and the average annual rate at which 
persons will reach 35 years of age will decline for the next 11 years. By 1969 
the number reaching 35 years of age will be 14% less than the number reaching 
35 this year. 


The unattractiveness of present rent schedules to investors can be seen by a 
historical study of building permits. In 1927, 44% of all dwelling units for which 
permits were issued in the United States were in multifamily buildings. At that 
time there was no FHA guaranteeing mortgages, nor was there any public housing 
authority building multifamily buildings at the taxpayer’s expense. In the recent 
past, even in those years when the 608 provision of the FHA was providing wind- 
fall profits to speculators, this percentage of multifamily dwellings had not ex- 
ceeded 25%, and at the present time is 16%. 


Rents must rise in the period ahead to provide a sufficient incentive to pro- 
duce the number of dwelling units which will be needed in the renta) market. 











